By DAVIDL J. LEVIN

FEDM 1961 to 1580, general own-
source receipts of State and local gov-
ernments as measured in the nationsi
income and product aceounts (NIPA's)
increased more than $220 billion, or
pix timep. In this article, the analysis
of this growth goes beyond the con-
ventional analysis by type of receipt
and by type of jurisdiction to examing
what are celled the “sources” of
growth. The article distinguishes as
sources of growth legislative actions,
on the one hand, and events outside
the reach of legislative actions—
mainly economic activity and infla-
tion—on the other.

Analyzsi= of these sources for re-
ceipts that make up 65 to 70 percent
of the totel indicated two distinct pe-
riods. In 1962-72, legislative actions
accounted for betwesn onaaquarter
and one-half of the growth in most
years. In 1972-80, economic activity
and inflation accounted for virtually
all of the growth. In the latter period,
legislative actions held down growth
in receipts of local movernment and

Sources of Growth in Selected State and
Local Government Tax Receipts

there was a shift of fiscal resources
away from local toward State govern-
ment, The introduction of “cirenit-
breakers” and other iritiatives, such
ag California’s Proposition 12, in prop-
erty -taxes, and removal of certain
jtems from the sales tax hase, were
among the specific legislative actions
holding down growth in receipts in
1972-80. More generally, improve-
mant in the Stete and local fiseal po-
sition, in part a result of accelerated
prowth in Federal grants-in-aid, les-
gened pressure for continued in-
oreases In tax rates and bases.

Corverage and fremework

In the NIPA’z, general cwn-source
receipts consists of personal tax and
nontax receipls, corporate profits tax
accruals, and indirect business tax
and noniax accruals. This  article
covers seven types of these receipis
for which information on legislative
actions can be found or derived (table
1} A substantial porGon of the 80 to
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35 percent of general own-source re-
ceipts nod covered are local govern-
ment receipts.

Not zll State legislative actions are
coversd—for example, those made
after 1974 to incresge recuipts ralated
to exploitation of energy sources (zav-
erance taxes, rents, and rovalties).
However, most of the receipis changes
resulting from lepislative actions are
reflected in the dats presented.

Except in the case of properiy
taxes, the discussion i8 in terms of
specific legislative actions—imposition
of new taxes (or abolition of old ones),
rate changer, or changes in the tax
base. Property taxes are discussed in
terms of (1) average sffective tax
rates, I.e, the tax liability as a per-
centage of amgessed value of taxable
property; (2) the relationship hetwaen
asgessment valoes and market velues
{sssessment/market ratios): and (3)
the relationship between current- and
congtant-dollar values of taxable prop-
erty. The aliernative framework is
ngcessary because the task of estimat-
ing the effects of property tax rate ac-
tions for 80,000 local governments,
most of which are empowered to levy
property taxes, is too complex to at-
tempt.

Local indirect business property tox
accruals

Althongh Iocal imdirect business
property tax accruals grew substan-
tially from 1961, they grew less rapid-
ly than did general own-source re-
ceipts as a whole; they remained,
however, the largest single own-
source receipt for States and local-
itien. These taxe: are lovied as a pro-
portion of the vaiue of real propariy—
structures (including residences) and
the land wpon which the struciures
rest—and business personalty—eguip-
ment, vehicles owmed by business, in-
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ventories, and the like. Some local-
ities lavy propetty taxes on intangible
proparty—bank siock, for example—
but this represents 'a negligible pro-
portion of the tax base. (Property
tazes on household furnishings are in-
cluded in perscmal property taxes in
the NIPA's)

Fable 2 shows property tax accrials
calowlated on several different bases
in order to isolate the sources of
growth. Column 1 is the regularly
published accrunala estimate (see
NIPA table 33). Column 2 shows
what these taxes would have been if
the average eifective tax rate had
been held constant at the 18961 level.
Column 3 is the difference between
columns 1 and 2, and is the aceruale
due to the changes in the average ef-
fective tax rate from the 1961 lavel.

Column 4 shows what property
taxes would have been If the asgess-
ment/market ratio had been held con-
géant at the 1961 level, and column 5,
the differcnce between column 4 and
the pablizhed accruala in colemn 1, is
the accruals due to changes in the as-
pessment/market ratio from the 1961
leval, Columin & hwlds both the aver-
spe effective tax rate and the asseas-
ment/market ratic constant. Column
T agein holds the avarage effective
tax rate and aszesgment/market ratio
constant, but applies them to market
velues calculated im 1961 dollams o
remove the effect of inflation.t
Colymn 8 i= the difference between
colummns 6 and 7, and is the accruals

due to the rise in prices of taxable

propecty. .

Table § shows the annual change in
property taxzes caleulated on the var-
ions bases shown in table 2. Columns
i, 2, and 3 present total changes in
the published accruals, changes due
to real growth in the taxable proper-
¥, and changes due to inflation, re-
spectively. Columns 2 and 3 are
chatipes that are not the result of leg-
islative actions. Columnz 4 and 5
show changes due to changes in the
average effective tax rate, and dus to
changes in the sssessrent/market
ratio,

1 Current- and sometant-dallar cstirpbs v Wagable
types of equipment ami strocturés for Fixed private
capital were taken fron Buckst of Exanonbe Analvala
Fiaed Reproducitfe ibla Wealth in the Umized
Stniey, 799572 (Waahingion, DC: US Government
Brinting Dffios, Mareh 2952 and fram onpublished
BEA daks.

SURVEY OF CURRENT BUSINES3

The confribution of real growth in
taxable varied comsiderably.
Only onca from 1962 to 1968 did real
growth gonerate more then $0.4 bil-
lion in tax increases. The weak ine
creases in 19688 and 1989, after a
strong 1967 increase, may be related
to the urhan unrest prevalent in the
later 1960Ys, when much inner-city
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propecty was abandoned by owners
snd thus effectively removed from
taxable status, In 1970-76, the tax in-
creases generated by real growth av-
eraged about $1.2 billion. The small
increase in 1%77 probably reflects re-
duced additions of new structures to
the tax base during the 1974-1875 re.
CEeESion.

Takle 2—Local Govermment Indirect Buginess Froperiy Twx Accrualy, Various Mesguras
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. Only in 195266 did changes in the
. average effective rate add subatantial-
ly to property tax increases. In that
period, tax incresesy penerated by in-
creasing effective rates .averaged
about $10 hillien. In I1967-71, in-
creases averaged only $0.2 billion and
in 1972-34, the average effective tax
rate declined s¢ that the contribution
of effective rate changes was negative,
ranging between —$0.8 billion and
—$2.2 billion.

Declines in effective rates did not
necessarily involve explicit “millage”
changes; legislative actions granting
exemptions or imposing income-relat-
* ed ceilings on properiy taxes for the
elderly, the poor, or other specified
clesses of property owners also reduce
average effective tax rates. It may be
that declines in tax rates brought
- phout by these “crcnit-hreaker”
mechanisms were partly offsct by in-
creasad rates for taxpayers not quali-
fying for circuit-breakers.

The nerative changes due to the
avergge effective tax rate after 1971
coincide reasonably well with the
major “cireuit-breaker” actions taken
by & mumber of State legislatures. The
Advizory Commission on Intergovern-
mental PBelations (ACIR) lists 30
States and the District of Columbia as
haviog circuit-breaker programs in
1978; of these, 18 were put into effect
between 1971 and 1974, Of the six in
existence before 1971, four were ex-
panded in that syear.? ACIR estimates
that these circuit-breakers lowered
taxes about $0.9 billion in 1977. How-
ever, other factors, including rate
freezes (such as those that became
law in California in 1272 and in Indi-
ana in 1974}, also contributed signifi-
cantly to the negative impact of the
average effective tex rate on property
tax growth. California’s Proposition
13 accounted for a portion of the large
197€ and 1979 changes (about 31.5 bil-
lion and $3.5 billion, respectively), but
the effect of other rate reductions in
thoss vears was significant—about
$4.5 billion in 1978. It appears, there-
fore, that policy decisions since 1971,
at least with respect to average affec-
tive tax rates, redured property taxes
markedly below levels that would oth-
erwise have been reached.

L. “Signifieant Foatares of Fiesal Fedecalism, LBTS-
8", Advisory Commbsban an Iniacgevernmental Bela-
lions, Mey 1979, '
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Tebla 3 indicates that changes in
assessment/market ratice had little
affect on property tax growth in 1962-
&7, and added modestly in 1365-63.
After 1970, the impact of such
changes was negative  Although

the result of legislative action,
(e.g., in Marvland in 1978), most of
the negative impact probably was
cauzed by the inability of assessors to
keep pace with the effects of inflation
on market valuss. About onehalf of
the $2.6 billion decline in 1975 was
the rasult of California’s Proposition
13, which abruptly pushed back as-
gesaments to levels that had obtained
in 1977, and in somea cases, aven
earliar.

Changes in  sarsessment/market
ratice may reflect policy decisions pri-
marily intended to affect property fax
recaipts, but they also may reflect
pelicy decisions where there iz no
intent te affect the level of receipts.
Where assessments have incressed
more zlowly than market values be-
cause of a of assessors, a de-
cision might be mada to hire more as-
segsor® to bring assessments up to
date in order to equalize assessments,
and thus tax liabilities, for properties
of equal market values. In ancther
situation, a decision might be made to
alter the shares of taxes paid by dif-
forent classer of property owners. Far
example, residential property might
be amsigned a lower amsesament/
markst ratio than commercial or in-

17

dustrial property, thus shifting the
property tax burden away from home-
OWRers.

Salce taxes

This section discusges the growth of
four major State sales taxes: general
sales, motor foel, alcohol, and tobaceo
productz. For these taxes the effecia
of legizlative actions were ideniified
directly, most often with data from
State revenue offices. (Local govern-
ments also have sales taxes, and they
increased markedly over the period.
but they are among the local taxes for
which data on legislative actions are
not generally available.} Administra-
tive chanpges, such as acceleration of
rollactions from businesses, are hot
covered because sales taxes are meas-
ured on an accrual basis in the
NIPA's,

Sigée general sales faxes. —The con-
tribution of legislative actions to
growth in thiz proup of taxes shifted
rather abruptly in 1972 (table 4).
Through the 1260Hs and early 1970,
legislative action= accounted for be-
tween 20 percent and TG percent of
growth. In 1973=TT, legislative actions
still added to growth, but were much
le=s important, contributing between
4 percent apd 13 percent of growth.
In 1978-80, the impact of legislative
actions was negative. Base changos—
primarily the removal of grocery food
sales, drugs, industrial and agricaltor-
al equipment, and most recently, resk

Table .—Annme) Chenge in Eelected State Government Sales Tax Accruals and Fercent Due to
Lagiziative Actlona
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dential uotilities sales, from the tax

re responsible for this nega-
tive turn. Rate reductions were a neg-
ligible factor. On the bagis of informa-
tion n@vailable for 1981, it would
appear that this movemant has bean
reversed.

Siate motor fuel sales taxes—In
1951-67, legislative actions accounted
for about 20 percent of the 508 billion
average increasa in moter fuel sales
taxes. In 1968-T3, when increases av-
eraged twice as much, legislative ac-
tions accounted for about 30 percent.
These taxes declined in 1974, az a
resulc of the 1973 embargo by the Or-
ganization of Petrolenm Exporting
Countries (OPEC) an oil exporied io
the United States; legigdated rafe in-
creasez were insufficient to reverse
the effects of 2 decline in motor fusl
consumption.

Consumption increased slightly in
1975, as did texes. Consumption con-
tinted to increase in 1976-T8, at rates
similar to those recorded in the
1960s; legislative actions contributed
only modestly to the accompanying
acteleration in texes. In 1979-80, the
second roumd of OPED actions re-
duced comnsumption more severely
than did the 1973 embarge. Again,
legislated rate increases partly coun-
texacted the decline.

In most States, motor fuel taxes are
reseTved for the use of transportation
or highway departments. In addition,
other departmentzs of State govern-
ment are affected by (actors, e.g. the
state of the econcmy, in different
waye than are highway operations.
Thns, pressures for legislative sctions
with respect to fuel taxes do not pec-
essarily occar &t the same time or for
the same reasons as they do with re-
gpect to income or generzl snles taxes.
Pricez of and services pur-
chased for the construction, repair,
and maintenance of highways in-
treased more rapidly through most of
the 1970’5 than most other prices paid
by State governmenis. Thase factors,
coupled with the depressed motar Fuel
tax collections, have generated great
pressure for legislative actions. Par-
tial data indicate that 26 Btates in-
creased motor fuel tax rates in 1981,
gdding $0.6 hillion to acceaals. De-
gpite thesze rate increases, motor fuel
taxea declined slightly.
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all but one yvear from 1962 to L372,
legislative actions generated at least
one-helf of total receipts prowth for
these two taxes. In all but one year
aftey 1972, legislative actions penerat-
od less than one-half of the total
growth. Because tobacco and aleohol
gre regarded 28 “luxuries,” these two
tazes have traditionally been regard-
ed as relatively eazy taxes to increass,
After 1972, however, State legisla-
tures did not look to thes: taxes for
additional revenue growth. )
Thus, in each of thess four msjor
State sales toxes, legislative actions
were 2 major contributor to tax
growth before 1978, and, with the ex-
ception of motor fuel taxes after 1978,
their role was smaller tharesfter.
There were substantial increases lez-
islated in some States but reductions
in other Statez were relatively more
important, and incresses less impoy-
tant, than before. This shift appraxi-
mately coincided with the beginning
of improvements in the fiscal position
of State and local governments, partly
the result of accelerated growth in
Federal grants-ingid beginning in
1972, Omne conzeguence of the im-
ent was reduced pressure on
Btate legislatures for continued in-
creages in tax rates or bages for these
sales taxes. Whather or not they
could have continued to bear repeated
increases is open to question.

The contribution of legislative ac-
tions to perscnal income tax growth
at the State level mppears to have
heen more modast than for sales taxes
(table b)Y Legislative sactions made
their largest positive contribution in
1070-72, when they accounted for one-
gquarter of total growth. A number of
States chanped income fax laws
during that period, but most of the in-
creages came from six major industri-
al States. Nlinois, Pennsylvania, and
Ohio each imposed g broad-based per-
sonal income tax for the first time;
Michigan and Massachisetis in-
creased rates significantly; end New
York imposed a surtax.

A large part of the non-legislated
change in 1972 was cauvsed by a
change in Federal withholding prac-
tices under the Revenue Act of 1951,
Eecaure most taxpayers de mot differ-
entiate between Federal and State re-
porting for withholding purposes (for
example, by claiming different num-
bers of exemptions for the two levals .
of government), the effect of the Fed-
eral change, which generated large
increases in overwithholding at the
Federal level, had the same effact at
the State level. It is estimated that
overwithholding alded approximataly
31 hillion to State income tax collec- -
tiona in 1972, Purther, because the

{eantinrad o p. 33b
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fogmiimid fror . 280
withholding change was a permanent
e, overwithholding as a proportion
of total collections contibues to be
larger than it was before 1972,

The imposition of mandatory with-
holding, as well as other actions in-
tended to increase the operational ef-
ficieniey of a tax, has been treated as
an administrative change. Such ae-
tions monetheless can have a visible
affect on the prowth of a tax; a with-
holding system results in more tax
dollars then & system that requires
only annoal filing. Some of the in-
croages recorded in 1966-8% ware the
result of imposit of mandatory
withholding in States (notably Califor-
nig} where income iazes were previ-
omsly paid at filing or where with-
holding was optional.

Information about legislative ac-
tions affecting local income taxes are
not readily available, especially before
1970, and therefore the percent due to
legisletive actioms shown in tabla &
are not comprehensive. Among the
major identifiable actions in the mid-
1%'s were the immposition of tncome
tazea in New York City, Baltimore,
aad in & number of Marvland coun-
ties. Much of the 1971-T2 increase in-
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volved further actions in New York
City, and the major 1977 legislative
incraase was in Philadelphia.

Semmary

Table & shows total antinal changes
for the seven types of taxes discussed,
and the part due to lepislative actions

(including, for this purpoce, changes

Febmzry IBEE'E
in assessment/market ratios for prup-»ﬁ
erty taxes). Legislative actions ac--
counted for a substantial part—be- .
twean 24 percent and 52 percent—-of-
receipts gromth in most yesrs from=
1962 (o 1972, After 1972, legizlative
actions held down receipts growth in*
7 of the 8 vears. (It seems likely—on
the basiz of data now available, large -
ly relating to sales and persomal -
income taxes—that legislative actions
iu 1981 added slightly to the increase”
in receipts.) Conversely, while eco-,
nomic activity and inflation account-
od for more than one-half of .
in these taxes in 182-72, they ac-
counted for virtually all such growth
after 1972,

Mcereaver, the negative asffects ui‘
legislative actions after 1972 appaared =
largely in receipts of iocal govern-
ments, specifically itr property taxes.
At the State level, the net effect of 4
legislative actions, although sma]l,.
was penerally positive. Growth in'
State receipts due to increases in epo-
nomic activity and to inflation oc-
curred withont the countering effects -
of legislative actions, such 8s occurred
in local receipts. The result was a
shift in fiscal resources toward Siate
governments and away from localities. i
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PLAM’s monthiy payments start at
only $239, 60 percent lower than pay-
ments for the SFPM, and, assuming
an inflation rate of 10 percent,
remain lower through the first 10
years of the loan. (A GP'M-IIL in con-
trast, would carry initial monthly
payments of F461, 22 percent lower
than the SFPM's and almost double
the PLAM®s.) If mortzapge lenders ise
a 2b-percent paymentto-income rule,
an SFPM borrower would need an
income of $28400 to qualify for a
$50,000 mortgage, while a PLAM hor-
rower would need sn income of only
$11,5040.

There are two clear drawbacks to
the PLAM from the borrower's point
of view. First, of course, is the danger
that income will not keep pace with
inflation and that, as a result, pay-
mlltsasapementageofmmme“mll
rize, perhaps to an onerous level.
Sacond, equity accumulates much
more slowl:,r with & PLAM than with
a SFPM. If house prices rise 10 per-
cent per year, for example, the SFPM

rrower in table 16 will have
$114,467 of equity in the hoose after
10 vears, but the PLAM borrower will
have equity of only B0D.2937. (Of
course, the PLAM horrower will have
made smaller outlays—monthly pay-
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ments totaling $45,600—than the
SFPM borrewer—meonthly payments-
tetaling $71.000.)

From the lender’s point of view, the |
chief advantages of a PLAM &re the .
elimination of intereast rate risk and
gertainty about the real value of pay=
ments. The higgest disadvantage is
the reduced cash flow associated with™
PLAM's in their early years, which,
as with SAM'’s, would make it diffi-
cult for lenders profitably to offer
competitive rates on deposits. Also,
FLAM's would probably entail the
same Kind of tax problemns that ares
associated with negative amurtmauon
under GPM’s.




